We study asset price reactions to news on rms' decisions to acquire aliates located in known secrecy havens. Our sample consists of data on the S&P 500 companies in the period 2007 to 2014. We nd that acquisitions of secrecy havens are associated with a negative market reaction, particularly for rms with an existing network of secrecy haven aliates. The market reaction to acquisitions of secrecy havens is particularly negative during the nancial crisis years, since additional secrecy was likely undesirable during times of economic distress. The negative reaction is particularly strong in the retail sector, where reputational concerns should matter most. Investors react less negatively to secrecy haven acquisitions if the parent rm is well-governed and if the secrecy haven is located in a country with higher standard of living. Investors also react less negatively to acquisitions of secrecy havens with a low corporate tax rate, which indicates that they consider the potential future tax savings as positive news. Investors react positively to enforcement of tax information exchange agreements, which increase the transparency of the corporate structure to domestic authorities and investors without impacting the tax bill. The ndings suggest that investors are concerned about rms' secrecy; however, potential future tax planning opportunities mitigate these concerns.
Introduction
In 2016 the political world of many countries was rocked by the contents of the leaked Panama Papers. In over 11.5 million documents it was revealed how companies and individuals use complex corporate structures in order to avoid paying taxes and keep secret about it. Similarly, the common tenet between high-prole fraud cases like Enron, Parmalat and Olympus was the existence of a constellation of shell companies through which losses of the parent were hidden. Complex corporate structures involving aliates in oshore jurisdictions can signal for existence of both tax planning strategies, as well as managerial fraud strategies. As such complex corporate structures are popular among multinational rms, it is reasonable to assume that rational risk-averse investors would also become more cautious.
In this paper we examine the concerns associated with tax avoidance and secrecy by inspecting the mirror of company's reputation: the stock market. In light of the fraud cases involving complex corporate structures and oshore companies, we want to examine whether investors are cautious when multinational rms acquire aliates in known secrecy havens. 1 We examine the reaction of a company's stock price following acquisition of an aliate, distinguishing between aliates in secrecy havens and other countries. We use the Financial Secrecy Index provided by Tax Justice Network (2015) in order to dene a secrecy haven. These are jurisdictions that provide low tax rates to avoid or evade tax laws, as well as secrecy to allow for creation of private information to hide away assets, to imitate the existence of assets and even to evade responsibility for crimes. Tax avoidance facilitates managerial rent extraction and bad news hoarding activities for extended periods by providing tools, masks, and justications for these opportunistic behaviours (Kim et al., 2011) . Even managers themselves seem to be cognizant of the double interpretation by investors of having aliates in havens (Akamah et al., 2016) .
We hypothesize that the acquisition of an aliate in a secrecy jurisdiction will seem to outsiders as providing opportunities for managerial fraud and should lead to a reduction in the stock price. The market reaction should be strongest for rms with an existing network of secrecy haven aliates. As with previous high-prole fraud cases, a complex organizational structure involving oshore secrecy jurisdictions decreases the probability of detection of managerial fraud by authorities or shareholders. This eect should be especially pronounced in the retail sector due to potential consumer or taxpayer backlash to indication of bad corporate citizenship (Hanlon & Slemrod, 2009 ). This reaction has been recently exemplied by Starbucks in the United Kingdom. 2 Yet, the negative eects could be oset by cash reserves and potential future tax savings that can be seen as valuable by investors.
To test our hypotheses, we use proprietary data on historical ownership at the rm-level from the Orbis database from 2007 to 2014, merged with data on acquisition deals from the Zephyr database for the S&P 500 rms. We link the acquisition events to an event window of stock market prices and look at the share price reaction to acquiring an aliate in a haven jurisdiction as opposed to an aliate in a non-haven jurisdiction.
We nd a signicant negative stock price reaction following acquisition deals in secrecy havens, as compared to acquisition deals in non-haven countries. Our results seem to imply that increased secrecy does raise concerns among investors. The negative reaction increases with the proportion of secrecy haven aliates the rm has, as well as the average secrecy score of the rm. The negative market reaction is particularly strong during the nancial crisis years, since additional secrecy is likely viewed as negative news during times of nancial distress. The negative eect is also stronger in the retail sector, where reputational eects are particularly important due to potential consumer backlash.
Nevertheless, investors react less negatively to acquisitions of secrecy havens if the parent rm is well-governed and if the secrecy haven is located in a country with higher productivity and standard of living. Higher governance minimizes agency problems on the side of the manager by increasing the probability of detection, consistent with Desai et al. (2007) . Also Kim et al. (2011) nd that the positive relation between tax avoidance and crash risk is attenuated when rms have strong external monitoring mechanisms such as high institutional ownership, high analyst coverage, and greater takeover threat from corporate control markets.
Moreover, our ndings show that investors react less negatively to acquisitions of secrecy havens with low corporate tax rates, suggesting that investors view the potential future tax saving opportunities as positive news. Also, investors react positively to enforcement of tax information exchange agreements, which increase the transparency of the corporate structure to domestic authorities and investors without impacting the tax bill.
We interpret our ndings as evidence that investors dislike the reduced transparency resulting from a more complex corporate structure, which is in line with previous studies (Graham et al. (2013) ; Hanlon & Slemrod (2009) ). Meanwhile, the potential future tax savings are considered as positive news and mitigate the negative stock price eect of secrecy shopping.
Related literature
We contribute to the literature that has asserted that tax planning may occur in combination with managerial opportunism. Desai et al. (2007) note that the corporate tax in the United States was inaugurated in the beginning of the last century with the idea that auditing by tax authorities can serve as a certication service for minority shareholders. Yet, the existence of secrecy jurisdictions and the impediments they pose to shareholders, analysts and authorities, serve to obfuscate the true nancial state of a rm and, ultimately, to cast the shadow of fraud on it. Not only that, but it reputation-wise lumps together entrepreneurs with drug lords who launder money. As Schjelderup (2016) notes, the benecial owners and annual reports of companies in secrecy jurisdictions can remain non-public. This leads to moral hazard problems for management and to greater obfuscation of companies' true nancial state and liability for investigating tax-or law-enforcement authorities. Kim et al. (2011) use rm-level data to show that rms with higher tax-sheltering capabilities are more likely to experience future stock price crashes. The complex structure arising from aliates in many jurisdictions gives opportunistic managers the opportunity to stockpile negative news until a tipping point. We expect that such an eect can be achieved only if secrecy allows managers to maintain private information, and therefore secrecy is instrumental to managerial diversion. Hence, an investor might become cautious when a rm acquires an aliate in a secrecy haven. Even though such aliates likely provide opportunities for tax planning and future tax savings, they are also characterized by the veil of secrecy and potential managerial opportunism.
Recent literature has shown that managers seem to be sensitive about engaging in tax planning. Evidence by Graham et al. (2013) shows that 69 percent of surveyed executives do not engage in tax planning due to reputational concerns. The reputational concerns themselves remain a black box and the result of the survey seems to be at odds with the behaviour of big companies. Dyreng et al. (2016) nd evidence on how public scrutiny of aliate location has led to changes in tax avoidance behaviour of large rms in the United Kingdom, possibly underpinning some of the reputational concerns of executives surveyed by Graham et al. (2013) . Furthermore, Akamah et al. (2016) hypothesize that such reputational concerns can cause managers to hide their haven aliates in the guise of the more general geographic area (i.e. a subsidiary in Luxembourg would be reported as being in Europe). Akamah et al. (2016) nd that there is indeed a reporting avoidance behaviour when tax and secrecy havens are implicated. Hence, the market reaction to secrecy haven acquisitions might be especially negative for rms within the retail sector. Retail rms can be more aected by reputational concerns due to the potential consumer and taxpayer backlash. There is recent literature that studies the provision of secrecy of tax havens. One strand of studies looks at the reaction of events that suddenly decrease secrecy such as the Panama papers. O'Donovan et al. (2018) nd evidence that the Panama Papers led to a decrease in the market value of 400 big rms, which were exposed to using oshore vehicles to nance corruption and aggressively avoid taxes. Another strand of studies explores the reaction to tax information exchange agreements (TIEAs). Bennedsen & Zeume (2017) explore the shareholders' reactions to increased transparency by virtue of TIEAs, nding a 2.5% increase in the value of aected rms. They nd evidence for some companies switching to new tax havens once a TIEA is established, likely because their motive is to exploit the secrecy oered by the haven. Braun & Weichenrieder (2015) nd a decrease in the number of aliates of German rms in tax havens once the secrecy is shut o by TIEAs, oering a similar conclusion that tax havens are of interest to rms not only because of the low tax rate, but also because of the oered secrecy. These ndings are consistent with our expectations and ndings. Similarly, Delaloye et al. (2012) examine the negative stock price reactions of Swiss banks to information exchange treaties between Switzerland and other countries. They nd that the loss of banking secrecy accounts for a large share of the stock pricing of Swiss private banks. We investigate the same type of events from the perspective of the (unknown) consumers of secrecy, instead of the providing banks. We nd that consumers generally dislike the veil of secrecy and react positively to tax information exchange agreements with secrecy haven countries.
Our empirical strategy is similar to the one by Hanlon & Slemrod (2009) , who use news articles to create an event-based sample. By rst selecting the rms and then looking at events, we have both a natural treatment and a control group of events -the former, when a rm acquires an aliate in a secrecy jurisdiction, and the latter for acquisitions in other jurisdictions. This allows us to construct the counterfactual trend to the events that we study. In addition, we have a higher number of acquisition observations and we are better able to observe the existing structure of the rm.
The paper proceeds as follows. In section 2 we describe our data collection process and provide descriptive statistics on acquisition deals. In section 3 we explain our identication strategy. Section 4 shows our results and section 5 concludes.
Data and variable construction
We explore the stock price reaction to acquisition deal news of the S&P 500 companies, involving secrecy havens. We obtain subsidiary and nancial data of the S&P 500 rms from 
Exposure to secrecy havens
Tax Justice Network (2015) has developed the Financial Secrecy Index (FSI), which is a politically neutral ranking and ranks jurisdictions according to their secrecy and the scale of their oshore nancial activities. We extract the secrecy score for each country and use a rating of 60 and higher as a cut-o to dene a secrecy haven. Table A .2 shows the countries in our sample and their secrecy scores, according to the FSI. Our rst key variable of interest, Acquisition of secrecy haven, indicates whether the rm acquires an aliate in a secrecy haven country (1) or a non-haven country (0). Further, Proportion of secrecy havens indicates whether a rm has an above-median exposure to secrecy havens in terms of proportion of rm's aliates in secrecy havens (1) or a below-median exposure to secrecy havens (0). Finally, Average secrecy score indicates whether a rm has an above-median exposure to secrecy havens in terms of the average secrecy score of rm's aliates (1) or a below-median exposure to secrecy havens (0).
Measures of rm value
To measure the impact of secrecy haven acquisitions on rm value, we use daily returns for [−1; 3] event window around the acquisition date, since markets often need time to digest new information. We obtain daily data on adjusted closing prices (adjusted for dividends and splits) on S&P 500 companies from Yahoo! Finance from 2007 to 2014. Further, to control for exposure of the S&P 500 rms to specic havens over time, we obtain historical ownership data on these rms from Orbis Historical database, provided by Bureau van Dijk. We merge this data with data on acquisitions from the Zephyr database, provided by Bureau van Dijk. We obtain data on rumour, announcement and completion dates of deals between acquiror rms and target rms, where the acquiror rm is the S&P 500 company.
Deal characteristics
Rumour date is the date on which the deal was rst mentioned, as far as Zephyr researchers can ascertain. The unconrmed rumour report may be in the press, in a company press release or elsewhere. Announcement date is the date when details of the deal have been provided, when a formal oer has been made or when one of the companies involved in the deal has conrmed that the deal is to go ahead. Completion date is the date when the deal has been announced as completed or in certain circumstances has received all approvals to go ahead. This information is obtained from advisor submissions, company annual reports and accounts, and company websites. Withdrawn date is the date when the parties involved in a rumour decide to discontinue negotiations, or state that a deal will denitely not go ahead.
Deal length is the length of the deal from its rumour date to the completion date. Deal in 1 day is a dummy variable equal to one if the deal was rumoured, announced and completed on the same day. Shell company is a dummy variable equal to one if the target rm has ten or fewer employees.
Other rm characteristics
We construct measures of rms' tax rates, corporate citizenship and the potential for rmand country-level expropriation.
We predict that the market reacts dierently to acquisitions of secrecy havens with low or high statutory corporate tax rates. Investors are likely to react less negatively to acquisitions of secrecy havens with a low corporate tax rate, since such acquisitions might occur for the main purpose of tax savings. Further, investors are likely to react more negatively to acquisitions of secrecy havens with a high corporate tax rate, since such acquisitions might occur for the main purpose of secrecy shopping. We obtain the worldwide statutory corporate tax rates from the corporate tax rates table provided by KPMG (2018) , and create variable Tax rate equal to the country's corporate tax rate. We then split the tax rate into four tax bins and create a dummy variable Tax bin equal to one if the country's tax rate is within the specic tax bin.
Tax bin 1 covers tax rates from 0 to 16.5%, tax bin 2 covers tax rates from 16.5% to 20%, tax bin 3 from 20% to 25% and tax bin 4 from 25% to 55%. 3 We predict that rms which are more vulnerable to public perceptions of corporate citizenship could be more negatively aected after secrecy haven acquisitions because consumers might react to the rm not being a good corporate citizen. Therefore, we predict that rms in the retail industry that deal directly with consumers will have a more negative reaction than other rms. Retail rms may be more susceptible to being publicly perceived and penalized for being unconscionable or unpatriotic, since consumers might decide to boycott rms' products. 4 We set an indicator variable Retailer equal to one if the rm operates within the retail sector.
At the rm level, we use measures of rm governance to capture the degree to which monitoring aects conicts of interest between principals and shareholders. We use the Foreign Institutional Ownership, which is the rm-level fraction of foreign direct or total investment, to measure rm-level governance. As other rm-level governance measures, we capture exposure to the US regulations and potential enforcement actions arising from having any US subsidiaries through Has US subsidiary dummy. Further, we use the RepRisk index score provided by RepRisk (2017) that dynamically captures and quanties a company's exposure to environmental, social and governance (ESG) and business conduct risks. The higher the RepRisk index, the higher the risk exposure. Furthermore, we obtain cross-listings from BNY Mellon (2017), which subject rms to US regulations, and we split American depositary receipts (ADRs) into those that are unsponsored (Has unsponsored ADR) and subject to less stringent regulatory requirements and those that are sponsored (Has sponsored ADR) and subject to more stringent requirements. For each index, except the RepRisk index, the higher the value, the lower the rm-level expropriation risk. Engagement in secrecy planning can be facilitated by weak institutions and by lack of monitoring. At the country level, we measure this with commonly used indices, including Protection of minority shareholders (The World Bank, 2017) , Protection of property rights (Property Rights Alliance, 2017) , Country risk ratings (PRS Group, 2017) , and the Rule of law (La Porta et al., 1998) . These measures capture the extent to which individuals are protected from expropriation by the government and insiders. For each index, we construct a dummy variable equal to one if a country ranks above the median (has high expropriation risk). Further, Corruption exposure is a dummy variable that is equal to one if the target rm's country is included in the most perceptively corrupt tercile of countries using the Corruption Perception Index by Transparency International (2016). Finally, we also measure the country's productivity and standard of living via the GDP per capita variable, obtained from Orbis.
Tax information exchange agreements
Data on tax information exchange agreements (TIEAs) and double tax conventions (DTCs) were obtained from the Exchange of Tax Information Portal initiated by the Global Forum on Transparency and Exchange of Information for Tax Purposes (2016). We obtained the enforcement date of both types of exchange of information agreements (TIEAs and DTCs) between the United States and other countries worldwide. The agreements are summarised in Table A. 3.
Descriptive statistics
In Table 1 we present summary statistics, distinguishing between acquisitions of non-havens and secrecy havens, where deals are dened as the unit of observation. The p-value column shows the p-value for a t-test for dierence in means between the acquisitions of non-havens and acquisitions of havens.
In Panel A, we look at deal characteristics and observe that deal value is higher for acquisitions of non-havens, and these acquisitions also take more days from rumour to completion, as compared to haven acquisitions. Secrecy haven acquisitions are more likely to be rumoured, announced and completed on one day. These are usually deals for which there was no advance information, and therefore the three events were coded in the same day. Hence, haven deals not only take a shorter time from rumour to completion, the multinational rms also provide less advance information for these deals, compared to non-haven deals. This is in line with our expectations of reputational concerns -rms are afraid of the potential negative reaction of investors; therefore, they are unwilling to advertise their decision to acquire yet another haven aliate. Finally, there is no statistically signicant dierence in means regarding not completed deals or withdrawn deals.
Panels B and C examine acquiror rm characteristics. Acquisitions of secrecy havens tend to be implemented by larger rms with more aliates and an already existing network of secrecy haven aliates. Also, rms that acquire secrecy haven aliates seem to be slightly better governed than other rms.
Further, Panels D to F examine target rm characteristics. The acquired secrecy haven rms are less likely to be shell companies (have fewer than 10 employees) than non-haven rms, they have a lower corporate tax rate and a higher secrecy score than non-haven acquisitions. These rms have a signicantly higher rm-level governance. These rms are more likely to have a US subsidiary and hence be subject to US laws and regulations. They have a larger fraction of foreign investment and are also more likely to own American Depositary Receipts, which again exposes them to the stringent US regulations. Nevertheless, their RepRisk index is signicantly higher than for non-haven acquisitions, which implies that these rms have a higher exposure to environmental, social and governance (ESG) and business conduct risks.
Moreover, secrecy haven aliates are located in countries with a substantially larger countrylevel governance risk and corruption.
Identication strategy
Our main hypothesis is that the market should react negatively to the secrecy that comes with acquiring an aliate in a secrecy haven country.
Acquisitions of secrecy havens
We consider three types of events in our empirical strategy: rumours about a given deal, ocial announcement and completion of the deal. We estimate the following type of specication:
where CRR RAC it is the cumulative raw return of acquiror rm i at time t. We use daily returns for [−1; 3] event window around the acquisition, since markets often need time to digest new information. We include the day prior to the acquisition date to capture any eect of news available to the market before the event and the two days after to provide time for the market to react. 5 We estimate separate regressions for each Rumour, Announcement and Completion (RAC) dates of the acquisition deal. SecrecyHavenAcquisition is an indicator variable for secrecy haven status that takes on the value of 1 if the country where the target rm operates is considered as a secrecy haven, and 0 otherwise. We dene a country as a secrecy haven if its secrecy score according to the Financial Secrecy Index is above 60. 6 With this measure we hope to identify the fraction of the stock price reaction that is due to the deal happening in a country with an active secrecy legislation.
Further, X i contains rm and industry xed eects. 7 All regressions are weighted by rm's market capitalization. The coecient of interest, β, captures whether investors react dierently to acquisitions of secrecy havens, as compared to acquisitions of rms located in non-haven countries.
Acquisitions of secrecy havens: Exposure
We hypothesize that a negative eect of secrecy due to haven acquisitions might be especially important for the rms that already have an established network of haven jurisdictions, and a complex corporate structure. Investors are likely to react negatively to increased opacity of the corporate structure if they are concerned about the possibility of fraud arising from many secretive jurisdictions of the MNC. Hence, we modify specication (1) and add an additional interaction term to control for the existing secrecy haven exposure of the MNC. We estimate the following type of specication:
(2) 5 The event window of three days has been used in the previous tax haven event studies as well, see Hanlon & Slemrod (2009) and O'Donovan et al. (2018) .
6 We use other threshold specications in robustness tests.
7 Other xed eects specications are explored in the robustness tests.
SecrecyHavenExposure it is dened as the exposure of rm i to secrecy havens per date t and is measured in two ways. First, Proportion of secrecy havens is calculated by dividing the number of haven aliates of the MNC by the number of total aliates of the MNC for each date t. Then, SecrecyHavenExposure it equals 1 if the rm has above-median proportion of secrecy havens, and it equals 0 otherwise. As an alternative measure of rm's exposure to secrecy havens, we calculate the average secrecy score of all aliates of the rm or the Average secrecy score. Then, SecrecyHavenExposure it equals 1 if the rm has above-median average secrecy score, and it equals 0 otherwise. The interaction term allows us to compare rms with a large exposure to secrecy havens to those with a small exposure.
Tax information exchange agreement enforcement
In order to verify our hypothesis on the importance of secrecy, we implement an additional test. We examine how rms' abnormal returns change following enforcement of bilateral tax information exchange agreements with countries where rms have their aliates. A TIEA between the domestic country (US) and a secrecy jurisdiction increases the transparency of the corporate structure to domestic authorities and investors without impacting the tax bill, and this should lead to an increase in the stock prices of rms exposed to the secrecy jurisdiction. We estimate the following type of specication:
T IEAwithSecrecyHaven t is an indicator variable that takes on value of 1 if the country with which the TIEA is enforced is a secrecy haven, and 0 otherwise. SecrecyHavenExposure it is dened as the exposure of rm i to secrecy havens per date t and is measured in three ways.
First, Proportion of secrecy havens is calculated by dividing the number of haven aliates of the MNC by the number of total aliates of the MNC for each date t. Second, Average secrecy score is the average secrecy score of all aliates of the rm. Third, Exposure to TIEA country is calculated by dividing the number of aliates the MNC has in the country with which the TIEA was enforced by the number of total aliates of the MNC for each date t. For each of the three exposure variables, SecrecyHavenExposure it equals 1 if the rm has abovemedian exposure to secrecy havens, and it equals 0 otherwise. The interaction term allows us to compare rms with a large exposure to secrecy havens to those with a small exposure.
Market response to acquisitions of secrecy havens
In this section we begin by documenting the baseline eect of secrecy haven acquisitions on rm value, using cumulative raw returns, and provide some additional analyses and robustness tests.
Main result
In Table 2 , we report the results of examination of market reaction to rms' acquisitions of secrecy haven aliates. The dependent variable in the regressions is Cumulative raw return around the acquisition completion date. 8 Acquisition of secrecy haven is a dummy variable equal to one if a rm acquires an aliate located in a secrecy haven. Proportion of secrecy havens is a dummy variable equal to one if the rm has an above-median exposure to secrecy havens, measured as the proportion of aliates the rm has in secrecy haven countries, relative to all aliates of the rm. Average secrecy score is a dummy variable equal to one if the rm has an above-median average secrecy, measured by averaging the secrecy scores of all rm's aliates. We also have interaction terms in order to control for rms' exposure to secrecy havens during the acquisition event. All specications include parent and industry xed eects. All specications are weighted by parent rm's market capitalization.
We interpret the estimated coecients as the dierential eect of secrecy haven acquisitions with respect to all other acquisitions. The results show that acquisitions of secrecy havens are associated with more negative market reaction than other acquisitions. The cumulative returns are approximately 1.1% lower for such acquisition deals than for acquisition deals of the same parent rm in other countries. Moreover, if the rm has an above-median exposure to secrecy havens, its cumulative raw returns decrease by 1.7% on average. Similarly, if the rm has an above-median average secrecy score, its cumulative raw returns decrease by 2.9% on average. This suggests that a complex corporate structure, consisting of many oshore secrecy jurisdictions, makes managerial fraud dicult to detect. Hence, news on rm's decision to acquire additional secrecy havens are perceived more negatively for rms with a large existing network of secrecy jurisdictions. 9 Furthermore, Figure 1 shows the coecients of regression of rms' daily raw returns on the acquisition completion dummy. 10 We distinguish between acquisitions of secrecy havens and acquisitions of aliates located in other countries. The graph shows that acquisitions of non-haven aliates are associated with small and statistically signicant increases in rms' share prices on the day of acquisition. Acquisitions of secrecy haven aliates are associated with larger and statistically signicant decreases in rms' share prices on the day following the acquisition. These observations support the regression results that the market dislikes acquisitions in secrecy havens, as compared to acquisitions in other countries.
Overall, the market reacts negatively to acquisitions of secrecy havens, as compared to acquisitions of aliates in other countries. The eect is even more negative if the rm is already exposed to secrecy to a large extent. The market seems to be penalizing the rm for lack of transparency and opacity. The more secrecy havens the rm has, the more it lacks transparency, so investors dislike that and react negatively to yet another secrecy haven acquisition.
In the further analyses, we use specication (1) of Table 2 as the baseline specication.
Interaction with tax rates
Secrecy jurisdictions are often used as an alternative term to the more often used term tax havens. These are jurisdictions that use secrecy to attract illicit and illegitimate or abusive nancial ows. The secrecy creates opportunities for fraud, tax cheating, escape from nancial regulations, embezzlement, insider dealing, bribery, money laundering, and more. Even though an acquisition of a secrecy haven signals the potential for managerial fraud, a haven aliate can also be used for tax avoidance reasons. The negative market reaction to increased secrecy can then be oset by the positive news of potential increase in rm's future after-tax prots.
In Table 3 we examine whether investors react dierently to acquisitions of secrecy havens in high-or low-taxed jurisdictions. In specication (2) we interact the secrecy haven acquisition dummy with the acquired aliate's tax rate. The results show that, the higher the tax rate of the acquired secrecy aliate, the more negative the market reaction to the acquisition. Similar results are obtained when, instead of a tax rate variable, we include tax bin dummies to control for the tax rate of the acquired aliate. Tax bin 1 covers tax rates from 0 to 16.5%, tax bin 2 covers tax rates from 16.5% to 20%, tax bin 3 from 20% to 25% and tax bin 4 from 25% to 55%. 11 Also these results show that, the higher the tax bin of the acquired variable, the worse the market reaction.
The ndings suggest that investors are concerned about rms' secrecy; however, potential future tax planning opportunities mitigate these concerns. The market reacts negatively to evidence that the acquisition was done mainly for the secrecy purposes and without the intention to use the acquired secrecy haven for tax avoidance purposes. Table 4 shows the robustness tests of the main specication. First, as specication (2) shows, the main coecient of interest changes only slightly when we exclude parent and industry xed eects. Also, when we add year xed eects to the main specication, the results change only slightly, as specication (3) shows. The results are unchanged when, instead of using NACE industry classication, we use the Fama-French 49 industries in specication (4). Furthermore, we examine whether the market reaction changes when we use another threshold of the secrecy score in order to dene a secrecy haven in specications (5) and (6). Since the baseline specication uses a threshold of 60 to dene a haven, we use a threshold of 50 and 70 in the robustness tests. For the threshold of 50, the estimated negative market reaction is smaller, while for the threshold of 70, the reaction is larger. This suggests that the larger the secrecy of the acquired aliate, the worse the market reaction, since the additional secrecy provides opportunities for managerial fraud.
Robustness tests
Furthermore, in specication (7) we examine whether market reaction for rms in the retail sector with potentially heightened reputational concerns is dierent than for rms in the other industries. Hanlon & Slemrod (2009) nd that the reputational concerns of using tax shelters are strongest for companies in the retail sector. 12 Also our results show a large negative market reaction for rms in the retail sector, which might be explained by the potential consumer or taxpayer backlash.
We examine whether the results dier for better governed rms, since, if the rm is wellgoverned and faces stronger regulations, it is less likely to acquire aliates for secrecy purposes. We use the fraction of foreign total investment in order to dene well-governed rms. We nd that better governed rms face a less negative reaction to acquisitions of secrecy havens, as seen in specication (8). Similarly, we examine whether investors react dierently to acquisitions of secrecy havens located in countries with high productivity and standard of living in specication (9). Also for this specication we nd that, the higher the GDP per capita, the less negative the investor reaction to acquisitions of secrecy havens in these countries. 13 These ndings support our hypothesis that investors dislike the rm-wide opacity and secrecy that increases after secrecy haven acquisitions. If the acquisition deal characteristics suggest that the aliate was not acquired for secrecy purposes, investors react less negatively to such secrecy haven acquisitions.
Year-by-year analysis
In order to test whether the stock market reaction changes in dierent time periods, we implement year-by-year analysis and depict results graphically in Figure 2 . 14 The results show that the most negative reaction to secrecy haven acquisitions was in years 2007 until 2009, and it started to become more positive after that. The reaction became again more negative in 2012 and 2013. The years 2007 until 2009 were characterized by the nancial crisis and the following global economic downturn. It is likely that due to the economic distress, the acquisitions of secrecy havens were perceived as more risky, especially due to the diminished transparency they contributed to. Further, the negative reaction in 2012 and 2013 might be related to the United States debt-ceiling crisis, which led to a downgraded United States Global Credit Rating and an overall negative outlook on the country's credit. Also this might make investors more cautious regarding the secrecy haven acquisitions. Table 3 shows the examination of market reaction to enforcement of tax information exchange agreements (TIEAs) between the US and other countries worldwide. Specication (1) shows that the market reacts positively to an enforcement of a TIEA with a secrecy haven country, as compared to non-haven countries. Further, the larger the rm's exposure to secrecy havens, the more positive the market reaction, as specication (2) shows. Also, the larger the rm's exposure to the secrecy haven country with which the TIEA was enforced, the more positively the market reacts, as specication (3) shows. Finally, the larger the average secrecy of the rm, the larger the positive market reaction to enforcement of a TIEA with a secrecy haven, as in specication (4). 15 Furthermore, Figure 3 shows the coecients of regression of rms' daily raw returns on the TIEA enforcement dummy, controlling for rms' exposure to secrecy havens. The graph shows a positive signicant market reaction to TIEA enforcement on the agreement day and the following day. We interpret this as evidence that the market values such tax information exchange agreements positively.
Tax information exchange agreements
Our ndings are consistent with the market viewing increased transparency favourably. Likely, in the case of companies exposed to secrecy, the signing of a transparency agreement minimizes agency problems on the side of the manager by increasing the probability of detection. Moreover, a tax information exchange agreement increases the transparency of the corporate structure to domestic authorities and investors without impacting the tax bill. These are good news for investors, since transparency has increased, while rm's future after-tax prots are likely unaected.
13 The results are robust to using other governance measures instead.
14 Year-by-year regression analysis is shown in Table A .5. 15 Results are robust to using the actual secrecy haven proportions, instead of indicator variables for an above-median secrecy.
Conclusion
In this paper we present evidence that stock market investors are concerned when multinational companies acquire aliates in secrecy jurisdictions. The negative reaction increases with the proportion of secrecy haven aliates the rm has, as well as the average secrecy score of the rm. The more secrecy havens the rm has, the harder it becomes to detect managerial fraud; hence, the negative market reaction is especially large when the rm is already very secretive. Investors react less negatively to acquisitions of secrecy havens with a low corporate tax rate, suggesting that they view the potential future tax saving opportunities as positive news. The ndings suggest that investors are concerned about rms' secrecy; however, potential future tax planning opportunities mitigate these concerns. This evidence is supported by the positive market reaction to enforcement of tax information exchange agreements between the United States and secrecy haven countries. Such agreements increase the transparency of the corporate structure to domestic authorities and investors without impacting the tax bill.
The negative market reaction is particularly strong during the nancial crisis years, since additional secrecy is likely viewed as negative news during times of nancial distress. The negative eect is also especially strong in the retail sector, where reputational concerns should matter most due to potential consumer boycott in response to the tax-paying brand. However, investors react less negatively to acquisitions of secrecy havens if the parent rm is well-governed and if the secrecy haven is located in a country with higher productivity and standard of living. Higher governance minimizes agency problems on the side of the manager by increasing the probability of detection. These ndings support our hypothesis that investors dislike the rm-wide opacity and secrecy that increases after secrecy haven acquisitions. If the acquisition deal characteristics suggest that the aliate was not acquired for secrecy purposes, investors react less negatively to such secrecy haven acquisitions. All specications include rm and industry xed eects. All specications are weighted by rm's market capitalization. Standard errors are clustered at the parent level and reported in parentheses. *, **, and *** denote signicance at the 10%, 5%, and 1% levels. rate, where tax bin 1 is equal to one if tax rate is from 0% to 16.5%, tax bin 2 is equal to one if tax rate is from 16.5% to 20%, tax bin 3 is equal to one if tax rate is from 20% to 25%, and tax bin 4 is equal to one if tax rate is from 25% to 55%. The results must be interpreted with respect to the omitted tax bin (tax bin 1). Mean(Cumulative raw return) is the mean of specication's dependent variable. Elasticity is the elasticity of the independent variable of interest with respect to the dependent variable. Table A .1 provides detailed variable denitions. All specications include rm and industry xed eects. All specications are weighted by rm's market capitalization. Standard errors are clustered at the parent level and reported in parentheses.
*, **, and *** denote signicance at the 10%, 5%, and 1% levels. Notes: This table provides robustness tests of the baseline specication (1) of cumulative raw returns of the S&P 500 rms around completion of acquisition deals.
The dependent variable is Cumulative raw return. Returns are cumulated over days around the acquisition, the event window is [-1;3] with respect to this date.
Specication (2) excludes any xed eects, while specication (3) includes year xed eects. Specication (4) uses Fama-French 49 industry classication, instead of NACE. Specications (5) and (6) explore other secrecy score thresholds to dene a secrecy haven. Specication (7) controls for whether the parent rm is within the retail sector. Specication (8) controls for parent rm's governance, while specication (9) controls for the target country's productivity and standard of living.
Acquisition of secrecy haven indicates whether a rm acquires an aliate in a secrecy haven country (1) or a non-haven country (0). Retailer is a dummy variable equal to one if the parent rm operates within the retail sector. Governance is parent rm-level fraction of foreign total investment, which proxies for rm-level governance. Ln(GDP) is the natural logarithm of the acquired aliate's country GDP per capita. Mean(Cumulative raw return) is the mean of specication's dependent variable. Elasticity is the elasticity of the independent variable of interest with respect to the dependent variable. Table A .1 provides detailed variable denitions. All specications include rm and industry xed eects, instead of specication (2). All specications are weighted by rm's market capitalization.
Standard errors are clustered at the parent level and reported in parentheses. *, **, and *** denote signicance at the 10%, 5%, and 1% levels. Notes: This table provides cumulative raw returns of the S&P 500 rms around enforcement of tax information exchange agreements (TIEAs) between the US and other countries. The dependent variable is Cumulative raw return. Returns are cumulated over days around the enforcement date, the event window is [-1;3] with respect to this date. TIEA with secrecy haven indicates whether the TIEA is enforced with a secrecy haven country (1) or a non-haven country (0). Proportion of secrecy havens indicates whether (1) or not (0) a rm has an above-median exposure to secrecy havens in terms of proportion of rm's aliates in secrecy havens. Exposure to TIEA country indicates whether (1) or not (0) a rm has an above-median exposure to secrecy havens in terms of rm's exposure to the specic country, with which the TIEA was enforced. Average secrecy score indicates whether (1) or not (0) a rm has an above-median exposure to secrecy havens in terms of the average secrecy score of rm's aliates. Mean(Cumulative raw return) is the mean of specication's dependent variable. Elasticity is the elasticity of the independent variable of interest with respect to the dependent variable. Table A .1 provides detailed variable denitions. All specications include rm and industry xed eects. All specications are weighted by rm's market capitalization. Standard errors are clustered at the parent level and reported in parentheses. *, **, and *** denote signicance at the 10%, 5%, and 1% levels. A Appendix Notes: This table provides cumulative raw returns of the S&P 500 rms around rumour, announcement and completion of acquisition deals. Specications (1) to (3) focus on rumour date, specications (4) to (6) focus on announcement date and specications (7) to (9) focus on completion date of the acquisition deal.
The dependent variable is Cumulative raw return. Returns are cumulated over days around the acquisition, the event window is [-1;3] with respect to this date. Acquisition of secrecy haven indicates whether a rm acquires an aliate in a secrecy haven country (1) or a non-haven country (0). Proportion of secrecy havens indicates whether (1) or not (0) a rm has an above-median exposure to secrecy havens in terms of proportion of rm's aliates in secrecy havens. Average secrecy score indicates whether (1) or not (0) a rm has an above-median exposure to secrecy havens in terms of the average secrecy score of rm's aliates. Mean(Cumulative raw return) is the mean of specication's dependent variable. Elasticity is the elasticity of the independent variable of interest with respect to the dependent variable. Table A .1 provides detailed variable denitions. All specications include rm and industry xed eects. All specications are weighted by rm's market capitalization. Standard errors are clustered at the parent level and reported in parentheses. *, **, and *** denote signicance at the 10%, 5%, and 1% levels. Elasticity is the elasticity of the independent variable of interest with respect to the dependent variable. and reported in parentheses. *, **, and *** denote signicance at the 10%, 5%, and 1% levels.
